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It is very interesting to observe that, there has not been any negative reaction in the markets whatever the news and rumors taking place either from Istanbul or Ankara. I don’t want to be misunderstood: this is very good as soon as profits are been realized.

 Last Friday, Central Bank of Turkey (CBTR) had directly intervened to inter-bank foreign exchange market since USD rate went down to 1,32 TRY. According to market speculations total amount CBTR bought was more than 1,8 billion USD.


But we should at least think that “Why people selling this much foreign currency in Turkey?”, “Is the reason behind this, only successful implementation of IMF Program and EU Accession story?”  


A recent study prepared by JP Morgan economists indicates that; between 2000 and 2004, corporate savings has increased 1,091 billion USD in the US, Euro Zone, the UK, Japan, Canada and Australia, while government and household savings had been negative. In other words corporate sector in the industrialized world has a lot of cash in their portfolio and looking for a place to invest. Emerging market economies which were good places for investment in the past, now, most of them increased their saving to 208 billion USD.

That said, Turkey’s picture is a little bit different from other emerging markets: Current account deficit is substantial and needs any sort of financing. It is correct that structure of the deficit financing is important. But, it is equally important that how long these money flow in the country.

This inflow will continue as long as external fund investors realize profits. The profits depends first positive expectations concerning the market, secondly interest rates and thirdly exchange rate developments.

To give a small example; let’s assume that a foreign investor (either with moustache or not) had bought TRY with its USD in the Treasury’s auction day and bought the Treasury paper to keep it till maturity date.  When the time comes he/she had obtained his/her principal and interest payments in TRY, and then had exchanged its TRY again with USD at the maturity day. The graph below indicates that the exchange rates on the Treasury’s auction days are generally higher than maturity dates. Positive areas in the graph shows higher rates for maturity date while negatives indicating lower rates. In other words, the investor sells his/her USD for 1,40 TRY on auction day, invests for 3 month, receives 5 %  interest for period receives  1,40 X 1,05 = 1,47 TRY on maturity date. Then he/she goes to a bank and asks for USD when the rate is 1,39. Consequently, investors gets 1,06 USD back for three mounth, that is 6 % gain for that short period, more than TRY investments. This large interest amount can only be obtained from instruments with much longer maturity, such as 10 year US Treasury papers.

However, fund managers have not always invested to the Treasury papers in Turkey. They have also located money to Istanbul Stock Exchange and realized considerable profits.


The foreign currency raining will continue. To stop it, future of fiscal dicipline must primarily be more transparent. To do this we must start to implement longly expected tax and social security reform. This would help to deminish borrowing requirement. On the other hand, some additional changes might be needed on banks open position regulations.
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